STATE OF HAWAII
DEPARTMENT OF LAND AND NATURAL RESOURCES
Land Division
Honolulu, Hawaii 96813

August 22, 2014
Board of Land and Natural Resources

State of Hawaii
Honolulu, Hawaii Hawai’i

Approve Rent Determination for the First Ten Years of Extended, Amended and
Restated General Lease No. S-3961, Hilo-Hawaiian Associates, Inc., Lessee,
Waiakea, South Hilo, Hawaii, Tax Map Key: 3/2-1-03:05

BACKGROUND:

At its meeting of October 26, 2012, Item D-11, the Board of Land and Natural Resources
approved in concept the request of Hilo-Hawaiian Associates, Inc., Lessee under General
Lease No. S-3961, for an extension of its lease pursuant to Act 219 Session Laws of
Hawaii 2011 (Act 219). A copy of Act 219 is attached as Exhibit A-1. The requested
extension was for 37 years from the end of the current expiration date of the lease of
April 14, 2031, for an aggregate term of 55 years (18 years remaining on lease plus 37-
year extension).

The Board approval in concept required Lessee to negotiate a development agreement
with Land Division, and provide plans and specifications for its renovation project. Staff
sought Board approval of a proposed Development Agreement (DA), including plans and
specifications that included re-surfacing of the hotel roof, renovation of the guest rooms
and corridors, and replacement of the chiller/cooling tower, at the Board’s meeting of
July 12, 2013, Item D-4. The Board approved the DA. A copy of the approved Board
action is attached as Exhibit A-2.

One of the Applicant Requirements under the July 12, 2013 Board approval was for
Lessee to “[p]ay for an appraisal to determine the fair market value of the lands to be
developed, as determined by an appraiser for the Board, with such determination to
address, as applicable, the percentage rent where gross receipts exceed a specified
amount pursuant to Act 219 SLH 2011.” The date of valuation was July 12, 2013, the
date of the Board approval of the lease extension.

DISCUSSION:

Land Division procured an appraiser to determine the rent for the first ten years of the
extended lease term. The selected appraiser prepared an independent appraisal dated

D-14
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December 18, 2013 that set the rent for the first ten years of the extension of the lease at
$365,600.00 per annum (base rent), and percentage rent of:

3% of gross revenues up to $12.0 million;
2.5% of gross revenues between $12.0 & $15.0 million; and
2.0% of gross revenues over $15.0 million

to the extent percentage rent exceeds the base rent.

By letter dated March 4, 2014, staff conveyed the results of the appraisal to the Lessee,
who requested a copy of the full appraisal report. Staff provided the report to Lessee, and
after reviewing it, Lessee requested a meeting with staff to discuss the report. At the
meeting, Lessee questioned the analysis and conclusion in the report, asserting that the
appraisal was unreasonable and resulted in an inflated rent determination. Lessee
requested that another appraiser be retained to review the rent determination for
reasonableness. Staff agreed to this request because Act 219 provides greater discretion
to the Board in negotiating terms of the extended lease than is generally available under
Hawaii Revised Statutes, Section 171-17.!

Thereafter, Land Division’s appraisal selection committee selected John Child &
Company, Inc. (JCCI) to review the initial appraisal report for reasonableness, and if
JCCI determined that the methodology and valuation were unreasonable, then JCCI was
to establish a fair market rent for the first ten years of the extended lease. JCCI prepared
an independent appraisal report dated June 25, 2014, a copy of which (without its
addendum) is attached as Exhibit A-3. In short, JCCI found that the initial appraisal used
the ground rent for another State lease in the Banyan Drive area, General Lease No. S-
5844 for the Naniloa Hilo Hotel, as a comparable without discounting the rent for market
conditions that have occurred since the lease rent of $500,000 per annum was established
by auction in 2006. JCCI additionally found that the initial appraisal report omitted as a
comparable the rent re-opening done in 2011 for the Hilo Hawaiian Hotel under the
subject General Lease No. S-3961, which set the annual rent at $133,200.

For these reasons and others mentioned in the JCCI appraisal, JCCI established an
independent fair market rent for General Lease No. S-3961 of $185,400 per annum, or
2% of gross revenues, whichever is higher. See Exhibit A-3 at page 22. Staff supports
the rent determined by JCCL

1 Initially, staff proposed that the cost of the review appraisal be split 50/50 between Lessee and the State.
However, staff later reconsidered this arrangement and requested Lessee to pay the full cost of the review
appraisal to be consistent with the requirements of Act 219, which provides in part at subsection (f):

The applicant for a lease extension shall pay all costs and expenses incurred by the
department in connection with the processing, analyzing, and negotiating of any lease
extension request and document, and the development agreement under subsections (a)
and (b).

See Exhibit A-1 at 4. Staff reports that Lessee has paid the full cost of both the initial appraisal report
($5,371.73) and the review appraisal report ($9,319.37).
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Over one year has passed since the Board’s approval of the lease extension on July 12,
2013. Staff understands that the lease extension will have the same commencement date
as the July 12, 2013 Board approval, and that Lessee will need to pay the difference
between the old rent and the new rent under extended lease from and after July 12, 2013.

RECOMMENDATION: That the Board:

1. Approve the rent determination for the first ten years of the extended, amended and
restated lease under General Lease No. S-3961, Hilo-Hawaiian Associates, Inc.,
Lessee, pursuant to the appraisal report of John Child & Company, Inc. dated June
25, 2014, which set the rent at $185,400 per annum, or 2% of gross revenues,
whichever is higher.

Regpectfully Submitted,

&zvin E. Moore / 4
ting Administrator

APPROVED FOR SUBMITTAL.:

ﬂﬂ_//‘%@/
/W illiam J. Aif4, Jr., Chairperson

b‘ér\———
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GOV. MSG. NO. /223

EXECUTIVE CHAMBERS

HONOLULU
NEIL ABERCROMBIE
GOVERNOR
July 11, 2011
The Honorable Shan Tsutsui, President The Honorable Calvin Say, Speaker
and Members of the Senate and Members of the House

Twenty-Sixth State Legislature Twenty-Sixth State Legislature
State Capitol, Room 409 State Capitol, Room 431

Honolulu, Hawaii 96813 Honolulu, Hawaii 96813

Dear President Tsutsui, Speaker Say and Members of the Legislature:
This is to inform you that on July 11, 2011, the following bill was signed into law:

SB1530 SD1 HD2 CD1 RELATING TO PUBLIC LANDS
Act 219 (11)

Govemor, State of Hawaii

EXHIBIT A-1
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THE SENATE 1530
TWENTY-SIXTH LEGISLATURE, 2011 S B N O S.D. 1
STATE OF HAWALlI i " HD.2

C.D.1

A BILL FOR AN ACT

RELATING TO PUBLIC LANDS.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF HAWAII:

SECTION 1. The legislature finds that many of the leases
for hotel and resort properties on state land, such as in the
Banyan Drive_area in Hilo, Hawaii, are nearing the end of the
lease term. Faced with the uncextainty of continued tenancy,
lessees have little incentive to make major investments in
infrastructural improvements and to ensure the long-term
maintenance of the facilities. As a result, the infrastructure
on these properties has been deteriorating.

Act 55, Session Laws of Hawaii 2000, ;étempted to addresé
the problem of deteriorating hotel and resort infrastructure in
east Hawaii on the island of Hawaii by authorizing the board of
land and natural resources to issue new leases to the existing
lessees in the Banyan Drive area. Herver, this Act was later
found to be unconstitutional under article XI, section 5, of the
Hawaii State Constitution.

The legislature finds that business lessees typically sell

‘ or assign their leases that are nearing the end of the lease

terms at a discount, and believes that it would be unfair to the
011-2328 SB1530 CD1l SMA.doc
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C.D.1
prior assignors of the leases if the State granted extensions of
leases that previously could not be extended under existing law
or lease terms to the newly-assigned lessees who acquired their
leases at a discount due to short remaining lease terms.

The purpose of this Act is to authorize the board of land
and natural resources to extend hotel or resort leases that have
not been sold or assigned within the last five years, for
lessees who commit to substantial improvement to the existing
improvements.

SECTION 2. Chapter 171, Hawaii Revised Statutes, is
amended by adding a new section to be appropriately designated

and to read as follows:

"§171-~ Hotel or resort leases; extension of term. {a)

Notwithstanding section 171-36, the board may extend the rental

period of a lease of public lands for hotel or resort use upon

the approval by the board of a development agreement proposed by

the lessee or by the lessee and developer to make substantial

improvements to the existing improvements.

{b) Prior to entering into a development agreement, the

lessee or the lessee and developer shall submit to the board the

plans and specifications for the total development being

2011-2328 SB1530 CD1 SMA.doc
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proposed. The board shall review the plans and specifications

and determine:

(1) Whether the development proposed in the development

agreement is of sufficient worth and value to justify

the extension of the lease;

(2) The estimated period of time to complete the

improvements and expected date of completion of the

improvements; and

(3) The_minimum revised annual rent based on the fair

market value of the lands to be developed, as

determined by an appraiser for the board, and the

percentage of rent where gross receipts exceed a

specified amount.

No lease extension shall be approved until the board and the

lessee oxr the lessee and developer mutually agree to the texms

and conditions of the development agreement.

(c) No construction shall commence until the lessee or the

lessee and developer have filed with the board a sufficient bond

conditioned upon 'the full and faithful performance of all the

terms and conditions of the development agreement.

2011-2328 SB1530 CDl SMA.doc

R R n A A




10
11
12
13
14
15
16
17
18
19
20

21

S.B. NO.

Ox
oo
AN

(d) Any extension of a lease pursuant to this section

shall be based upon the substantial improvements to be made and

shall be for a period not longer than fifty-five years.

(e) Any extension of a lease granted pursuant to this

section shall be effectuated, documented, and executed using the

most current lease form and leasing practices and policies of

the board. The intent of this subsection is to ensure that an

extended lease, like the issuance of a new lease, will be

subject to the most current leasing practiées and policies of

the board, which shall be incorporated into the lease document.

(f) The applicant for a lease extension shall pay éll

costs and expenses incurred by the department in connection with

the processing, analyzing, and negotiating of any lease

extension request and document, and the development agreement

under subsections (a) and (b).

(g) As used in this section, "substantial improvements"

means any renovation, rehabilitation, reconstruction, or

construction of the existing improvements, including minimum

requirements fox off-site and on-site improvements, the cost of

which equals or exceeds fifty per cent of the market value of

the existing improvements that the lessee or the lessee and

2011-2328 SB1530 CDl1 SMA.doc
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developex install, construct, and complete by the date of

completion of the total development.

(h) As used in this section, "hotel or resort" means a

development that provides transient accommodations as defined in

section 237D-1 and related services, which may include a front

desk, housekeeping, food and beverage, room service, and other

services customarily associated with transient accommodations;

provided that no development shall qualify as a hotel or resort

under this section unless at least seventy-five per cent of the

living or sleeping quartexs in the development are used solely

for transient accommodations for the term of any lease

extension."
SECTION 3. New statutory material is underscored.
SECTION 4. This Act shall take effect on July 1, 2011;

provided that this Act shall be repealed on December 31, 2015.

APPROVED this day of JUL , 2011

DGt

GOVERNOR OF THE STATE OF HAWALI
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STATE OF HAWAII
DEPARTMENT OF LAND AND NATURAL RESOURC(C'ES
Land Division
Honolulu, Hawaii 96813

July 12, 2013

Board of Land and Natural Resources
State of Hawaii
Honolulu, Hawaii Hawai’i

Approve Negotiated Development Agreement, and Proposed Plans and
Specifications for Improvements for Gencral Lease No. S-3961, Hilo-Hawaiian
Associates, Inc., Lessee; Authorize the Extension, Amendment and Restatement
of General Lease No. S-3961, Hilo-Hawaiian Associates, Inc., Lessee, for an
Aggregate Term of 55 Years, Waiakea, South Hilo, Hawaii, Tax Map Key: (3) 2-
1-03:05.

APPLICANT AND REQUEST:

Hilo-Hawaiian Associates, Inc. is requesting approval of the negotiated Development
Agreement, and its proposed plans and specifications for improvements in connection
with the extension of the lease term of General Lease No. S-3961 pursuant to Act 219
Session Laws of Hawaii 2011, which authorizes the extension of hotel and resort leases
along the Banyan Drive area of Hilo, Hawaii.

LEGAL REFERENCE:

Section 171- 36(b), Hawaii Revised Statutes, as amended, and Act 219 SLH 2011.

LOCATION:

Portion of Government lands situated at Waiakea, South Hilo, Hawaii, identified by Tax
Map Key: (3) 2-1-03:05, as shown on the attached map labeled Exhibit 1.

AREA:

=

5 acres, more or less.

APPROVED BY THE BOARD OF
LAND AND NATURAL RESOURCES
AT ITS MEETING HELD ON D_4

Uuly_ 12, 2013 IO
EXHIBIT A-2
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TRUST LAND STATUS:
Section 5(b) lands of the Hawaii Admission Act
DHHL 30% entitlement lands pursuant to the Hawaii State Constitution: NO

CHARACTER OF USE:

Resort-hotel purposes and uses accessory or incidental thereto and customarily conducted
within resort-hotel areas.

TERM OF LEASE:

Original term of 65 years, commencing on April 15, 1966 and expiring on April 14,
2031.

Requesting an extension of 37 years from the end of the current expiration date of the
lease, for an aggregate term of 55 years (18 years remaining on lease plus 37-year
extension).

ANNUAL RENTAL:

Current rent is $133,200.00, due in semi-annual installments of $66,600.00 on April 15
and October 15 of each year.

RENTAL REOPENINGS:

Reopenings in the original term were at the end of the 20", 35", 45" and 55" years of the
term, on April 15. The last rental reopening occurred on April 15, 2011.

Reopenings in the extended term shall be as of the date of this Board action, and at the
end of the 10", 20™, 30", 40", and 50" years of the extended term.

CHAPTER 343 - ENVIRONMENTAL ASSESSMENT:

In accordance with the “Exemption List for the State of Hawaii, Department of Land and
Natural Resources, as Reviewed and Concurred Upon by the Environmental Council
(Docket 91-EX-2, December 4, 1991)”, the subject request is exempt from the
preparation of an environmental assessment pursuant to HAR § 11-200-8(a)(1),
“Operations, repairs, or maintenance of existing structures, facilities, equipment, or
topographical features, involving negligible or no expansion or change of use beyond that
previously existing,” and HAR § 11-200-8(a)(2), “Replacement or reconstruction of
existing structures and facilities where the new structure will be located generally on the
same site and will have substantially the same purpose, capacity, density, height, and
dimensions as the structure replaced.” See Exhibit 2 attached.
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DCCA VERIFICATION:

Place of business registration confirmed: YES X NO __

Registered business name confirmed: YES X NO __

Applicant in good standing confirmed: YES X NO __
APPLICANT REQUIREMENTS:

Lessee shall:

1. Comply with the requirements of Act 219 SLH 2011;

2. Execute the negotiated Development Agreement, and proceed with its proposed plans
and specifications for improvements in connection with the extension of the lease
term of General Lease No. S-3961 pursuant to Act 219 SLH 2011 upon approval by
the Board; and

3. Pay for an appraisal to determine the fair market value of the lands to be developed,
as determined by an appraiser for the Board, with such determination to address, as
applicable, the percentage rent where gross receipts exceed a specified amount
pursuant to Act 219 SLH 2011.

REMARKS:

At its meeting of October 26, 2012, Item D-11, the Board of Land and Natural Resources
approved in concept the request of Hilo-Hawaiian Associates, Inc., Lessee under General
Lease No. $-3961 (Lessee), for an extension of its lease pursuant to Act 219 Session
Laws of Hawaii 2011 (Act 219). The requested extension was for 37 years from the end
of the current expiration date of the lease of April 14, 2031, for an aggregate term of 55
years (18 years remaining on lease plus 37-year extension). A copy of the Board action
of October 26, 2012, Item D-11, is attached as Exhibit 3.

The Board approval in concept required Lessee to negotiate a development agreement
with Land Division, and provide plans and specifications for its renovation project. Staff
reports that Lessee has negotiated a proposed Development Agreement (DA) with Land
Division, a copy of which is attached as Exhibit 4. Lessee has additionally provided staff
with plans and specifications for its renovation project to include re-surfacing of the hotel
roof, renovation of the guest rooms and corridors, and replacement of the chiller/cooling
tower, a summary of which is incorporated into the attached DA.

As discussed in the Board action of October 26, 2012, one of the conditions of Act 219 is
that a lessee must commit to substantial improvements to the existing facilities on the
premises. ““Substantial improvements’ means any renovation, rehabilitation,
reconstruction or construction of the existing improvements, including minimum
requirements for off-site and on-site improvements, the cost of which equals or exceeds
fifty per cent (50%) of the market value of the existing improvements that the lessee or
the lessee and developer install, construct, and complete by the date of completion of the
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total development.” Lessee has provided staff with a Summary Appraisal Report dated
September 14, 2012 that indicates that the estimated market value of the leasehold
interest in real property improvements associated with the subject property, as of August
28, 2012, is $10,895,000. Fifty percent of that amount is $5,447,500.

Under the proposed plans and specifications, all floor coverings and wall coverings in the
guest rooms and corridors will be replaced. Painted surfaces will be refinished. The
HVAC controls and electrical fixtures in the guest rooms and corridors will all be
replaced, as will the plumbing fixtures in the bathrooms, with the exception of the
bathtubs, which will be refinished. The fire alarm system will be replaced throughout the
hotel, and the roof will be resurfaced. The roof resurfacing, guest room and corridor
renovations are estimated to cost $4,991,235.' The chiller/cooling tower replacement,
including demolition and removal of existing equipment and installation of new
equipment, is estimated to cost $840,207.2 The sum of these fi gures is $5,831,442, which
exceeds the minimum improvement amount to qualify for an extension under Act 219.3
In addition to the improvements to the property, the Lessee is proposing to set aside 3%
of the total room revenue each year in a FF&E bank account. This amount will be no less
than $200,000 per year for the length of the extended term of the lease, and will be spent
in its entirety to maintain the hotel during extended term of the lease. This requirement is
included in the DA.

Act 219 directs the Board to review the plans and specifications and determine: 1)
Whether the development proposed is of sufficient worth and value to justify the
extension; 2) The estimated time to complete the improvements and expected date of
completion; 3) The minimum revised annual rent based on the fair market value of the
lands to be developed, as determined by an appraiser for the Board, and the percentage
rent where gross receipts exceed a specified amount.

Staff is requesting that the Board review and approve the negotiated Development
Agreement and the proposed plans and specifications for improvements by Lessee, and
thereby approve the extension of the term of the lease. The minimum revised annual rent
will need to be established by independent appraisal, which will be obtained upon Board
approval of today’s action. Additionally, staff is requesting authority to direct the
Department of the Attorney General to prepare the extended, amended and restated lease
document.

Staff is recommending that the lease be amended and restated to incorporate the current
lease conditions approved by the Department of the Attorney General.

1 This amount includes material costs, design and construction management fees, and purchasing
agent fees. See Exhibit B of Exhibit 4.

2 This amount includes materials, labor, overhead and profit to the contractor in the amount of
20%, as well as taxes.

3 In the future, Lessee also intends to undertake renovation of the lobby, elevator modemization,
and kitchen and restaurant renovations at an estimated cost of $1,981,000. However, the plans
and specifications for this part of the renovation have not been finalized yet, and are therefore
not included as part of Lessee’s renovation project or the DA.
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The leased premises have been used substantially for the purpose for which they were
leased. There are no outstanding renal reopening issues.

RECOMMENDATION: That the Board:

1. Declare that, after considering the potential effects of the proposed disposition as
provided by Chapter 343, HRS, and Chapter 11-200, HAR, this project will probably
have minimal or no significant effect on the environment and is therefore exempt
from the preparation of an environmental assessment.

2. Asrequired by Act 219, Session Laws of Hawaii 2011, determine that:

a. The development proposed is of sufficient worth and value to justify the extension
of General Lease No. S-3961, Hilo-Hawaiian Associates, Inc., Lessee;

b. The estimated time to complete the improvements and expected date of
completion is 36 months as set forth the in the Development Agreement; and

c. The minimum revised annual rent to be paid by the Lessee shall be based on the
fair market value of the subject land to be developed as determined by an
appraiser for the Board, with such determination to address, as applicable, the
percentage of rent to be paid by Lessee when gross receipts exceed a specified
amount.

3. Approve the negotiated Development Agreement, and the proposed plans and
specifications for improvements by Lessee, in connection with an extension of the
term of General Lease No. S-3961, Hilo-Hawaiian Associates, Inc., Lessee.

4. Subject to the Applicant fulfilling all of the Applicant requirements listed above,
authorize the extension, amendment and restatement of General Lease No. S-3961,
Hilo-Hawaiian Associates, Inc., Lessee, covering the subject property under the terms
and conditions cited above, which are by this reference incorporated herein and
further subject to the following:

a. The standard terms and conditions of the most current extension, amendment and
restatement of lease document form, as may be amended from time to time;

b. Review and approval by the Department of the Attorney General; and
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c. Such other terms and conditions as may be prescribed by the Chairperson to best
serve the interests of the State.

Respectfully Submitted,

rdon C. Heit

District Land Agent

APPROVED FOR SUBMITTAL:

v JRAY

William J. Aila, Jr., Chéirperson

L
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POST OFFICE BOX 621 SATH PARKS

HONOLULU, HAWAL 96809

EXEMPTION NOTIFICATION
From the preparation of an environmental assessment under the authority of Chapter 343, HRS

and Chapter 11-200, HAR

Project Title: Approve Negotiated Development Agreement, and Proposed Plans
and Specifications for Improvements for General Lease No. S-
3961, Hilo-Hawaiian Associates, Inc., Lessee; Authorize the
Extension, Amendment and Restatement of General Lease No. S-
3961, Hilo-Hawaiian Associates, Inc., Lessee, for an Aggregate
Term of 55 Years

Project Number: None
Project Location: Waiakea, South Hilo, Hawaii, Tax Map Key: 3'9/2-1-03:05
Project Description: Hilo-Hawaiian Associates, Inc. (Lessee) seeks an extension of its

lease for the above-referenced property in accordance with Act 219
Session Laws of Hawaii 2011 to make improvements to existing

facilities.
Consulted Parties: None
Exemption Class No.: In accordance with the “Exemption List for the State of Hawaii,

Department of Land and Natural Resources, as Reviewed and
Concurred Upon by the Environmental Council (Docket 91-EX-2,
December 4, 1991)”, the subject request is exempt from the
preparation of an environmental assessment pursuant to HAR § 11-
200-8(a)(1), “Operations, repairs, or maintenance of existing
structures, facilities, equipment, or topographical features,
involving negligible or no expansion or change of use beyond that
previously existing,” and HAR § 11-200-8(a)(2), “Replacement or
reconstruction of existing structures and facilities where the new
structure will be located generally on the same site and will have
substantially the same purpose, capacity, density, height, and
dimensions as the structure replaced.”

This exemption is appropriate because the Lessee is proposing to
make improvements to the existing facilities on the property that

EXHIBIT 2



GL S-3961 Lease Extension
Hilo-Hawaiian Associates, Inc.

Recommendation:

Page 2

will not involve the construction of new improvements or facilities.
The proposed upgrades will primarily be made to the interior of an
existing hotel building and to its roof with no expansion of the
footprint of the building or increase in height.

The extension of the lease and improvements to existing facilities
will result in no material change or significant cumulative impact.
If further actions are taken that result in a ma erial change, the
Department will comply with the applicable requirements of
Chapter 343.

It is recommended that the Board find that the proposed project
will probably have minimal or no significant effect on the
environment and are presumed to be exempt from the preparation
of an environmental assessment.

z"7’4’//f'M

William J. Aila, Jr., Chairperson

7008

Date



STATE OF HAWAII
DEPARTMENT OF LAND AND NATURAL RESOURCES
Land Division
Honolulu, Hawaii 96813

October 26, 2012

Board of Land and Natural Resources
State of Hawaii
Honolulu, Hawaii Hawai’i

Consent to Merger of Hilo Hawaiian Associates, Lessee, General Lease No. S-
3961, into TN Group Hawaii, Inc. (whose name later changed to Hilo-Hawaiian
Associates, Inc.); Agreement in Concept for an Extension of Lease Term, Hilo-
Hawaiian Associates, Inc., Lessee, Waiakea, South Hilo, Hawaii, Tax Map Key:
3"/2-1-03:05.

APPLICANT AND REQUEST:

Hilo-Hawaiian Associates, Inc. is requesting an extension of General Lease No. S-3961
pursuant to Act 219 SLH 2011 (S.B. 1530) which authorizes the extension of hote] and
resort leases along the Banyan Drive area of Hilo Hawaii.

LEGAL REFERENCE:
Section 171- 36(b), Hawaii Revised Statutes, as amended, and Act 219 SLH 201 1.

LOCATION:

Portion of Government lands situated at Waiakea, South Hilo, Hawaii, identified by Tax
Map Key: 3"/2-1-03:05, as shown on the attached map labeled Exhibit A.

AREA:
5 acres, more or less,
JRUST LAND STATUS:
Section 5(b) lands of the Hawaii Admission Act

DHHL 30% entitlement lands pursuant to the Hawaii State Constitution: NO

APPROV R F
LAND AN O 'CES
ATITS poNn W D-11

— Ocbobyy 2k V12 EXHIBIT 3
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CHARACTER OF USE:

Resort-hotel purposes and uses accessory or incidental thereto and customarily conducted
within resort-hotel areas.

TERM OF LEASE:

Original term of 65 years, commencing on April 15, 1966 and expiring on April 14,
2031,

ANNUAL RENTAL:

Current rent is $133,200.00, due in semi-annual installments of $66,600.00 on April 15
and October 15 of each year.

RENTAL REOPENINGS:

Reopenings in the original term were at the end of the 20", 35", 45", and 55" years of the
term, or on April 15. The last rental reopening occurred on April 15, 2006.

DCCA VERIFICATION:
Place of business registration confirmed: YES X NO_
Registered business name confirmed: YES X NO _
Applicant in good standing confirmed: YES X NO __
APPLICANT REQUIREMENTS:

Applicant shall comply with the requirements of Act 219 SLH 2011, negotiate a
development agreement with department staff, and return to the Board at a later date for
review and approval of the development agreement and requested lease extension.

REMARKS:

At its meeting of February 11, 1966, Item F-8, the Board of Land and Natural Resources
authorized the sale of a lease of the subject land at public auction for resort and hotel
purposes. The successful bidder for this sixty-five (65) year lease was Melsan Ltd. Due
to difficulties in obtaining financing for construction of the hotel structure, the original
principals of Melsan Ltd. entered into an agreement with International Management
Corporation, whereby the latter assumed full corporate ownership of Melsan, Ltd. Atits
meeting on September 23, 1973, the Board consented to the extension of construction
deadline and consent to mortgage for General Lease No. S-3961.

Construction on the hotel was completed and it opened for business in October 1975. At
its meeting of June 13, 1986, Item F-1-c, the Board consented to the assignment of the
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lease with assumption of mortgage from Melsan, Ltd, to Hilo Hawaiian Associates, a
Hawaii limited partnership.

At its meeting of July 8, 2010, under agenda item D-3, the Board consented to the
transfer of 100% stock ownership of parent company of Hilo Hawaiian Associates,
Lessee, to HH Associates, LLC, Transferee.

Effective January 1, 2012, Hilo Hawaiian Associates, together with its general partner,
HHA Inc., and limited partner, Hijoji Corporation, merged with and into the common
parent of these companies, TN Group Hawaii, Inc., with the latter being the surviving
entity. The merger did not result in any change in ownership interest in the lessee, Hilo
Hawaiian Associates, but was instead intended to consolidate ownership in the parent
company. Attached as Exhibit B is a diagram showing the ownership structure before
and after the merger. Effective September 10, 2012, TN Group Hawaii, Inc. changed its
name to Hilo-Hawaiian Associates, Inc.

Pursuant to Hawaii Revised Statutes Sections 414-316 and 425E-1109, when a company
is merged into another company, the real property interests of the merged company vest
in the surviving company. While the merger of Hilo Hawaiian Associates into TN Group
Hawaii, Inc. may not technically constitute an assignment of the lease under the
ownership structure noted above, staff is nevertheless presenting the merger to the Board
for consent because the merger changes the lessee from Hilo Hawaiian Associates, a
Hawaii limited partnership, to Hilo-Hawaiian Associates, Inc., a Hawaii corporation.'

The Lessee, Hilo-Hawaiian Associates, Inc. (Lessee), is requesting a 37-year extension
from the end of the current lease set to expire on April 14, 2031 for an aggregate term of
55 years (18 years remaining on lease plus 37-year extension) in order to amortize the
cost of the improvements necessary to upgrade the hotel.

Act 219, Session Laws of Hawaii 2011, authorizes the Board of Land and Natural
Resources to extend hotel or resort leases (that have not been sold or assigned within the
past five years) up to an additional fifty-five (55) years. As a condition to the extension,
the Lessee must commit to substantial upgrades to the existing improvements.
“Substantial improvements” means any renovation, rehabilitation, reconstruction or
construction of the existing improvements, including minimum requirements for off-site
and on-site improvements, the cost of which equals or exceeds fifty per cent (50%) of the
market value of the existing improvements that the Lessee or the Lessee and developer
install, construct, and complete by the date of completion of the total development.”

The act also stipulates that prior to entering into a development agreement, the lessee
shall submit to the Board the plans and specifications for the total development being

1 The assignment of lease provision in General Lease No. S-3961 does not expressly apply to
mergers. By contrast, the assignment provision used in the current lease form for DLNR lands
prohibits both voluntary assignments and those that occur “by operation of law”, which would

arguably cover mergers.






